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Lebanon's Internatical Trade
Position
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Import Substitution: Policy-Related Problems (¢}

Lack of Respect for Agricubiural Calendar

Lack of Marketing Paolicy

Competition from Imports

Lack of Government Standards

the major problem
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Food-Away-From-Home, a Growing Global Trend

During the 1990s the food service industry especially the fast food segments
experienced a very impressive worldwide growth. The following factors contributed to
this impressive growth:

. Women’s increased role in the workplace has left them with less time to
spend preparing food at home and thus convenience became more
important.

. The increased number of single-person households.

L The proliferation of fast food and take-out eating places has broadened
consumer choice and made eating places a convenient alternative to home
cooked food.

. Fast food restaurants, in particular, create the impression of value with
menus of low-priced items and specially priced meal packages.

Emerging out of this focus on convenience was an assort of hybrid of the full-
service restaurant and fast food outlets offering prepared foods for camryout service
termed “home meal replacements” (HMR). Pioneered by Boston Chicken Inc., HMRs
allow customers to enjoy freshly cooked foods - reminiscent of home cooking and higher
in quality than the typical fast food - conveniently in their own homes without having to
eat outside the home. This trend boded well with the proliferation of VCRs, TVs,
computers, and other electronic entertainment device in homes around the world.

The classification for eating places encompasses a variety of eating
establishments, including full-service restaurants, fast-food joints, casual dining
establishments, pizza parlors, airline catering and institutional feeding (hospitals,
military, school cafeteria, etc.) to name but a few.
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operations. Targeted production of key food products for the Lebanese and regional
chains represents an atiractive investment opportunity for Lebanese producer groups.

Food Service Industry Leaders

Eating establishments are one of North America’s most successful exports.
Almost all the industry leaders have a formidable overseas presence. International
agreements, such as the General Agreement on Tariffs and Trade (GATT) are expected to
increase investment opportunities for fast food companies; it may also increase
competition in the industry. Overseas, the fast-food restaurants are generally operated by
local businesses of the countries in which they are situated under franchising agreements.

The industry has a clear global leader, the McDonald’s Corporation, the largest
restaurant company in the world with apnual sales of US$11.4 billion in 1997.
McDonald's, the chain with the largest foreign presence has more than 23,000 outlets
distributed among 100+ countries. Approximately 34 percent of its sales are in Exrope,
Africa and the Middle East. While US sales growth has slowed from as high as 20
percent in the 1980s to just over 10 percent annually, overseas growth remains at more
than 20 percent.

TRICON Global Restaurants, Inc., which is active in Lebanon a regional
frachisee, has four operating companies, KFC (formerly Kentucky Fried Chicken), Pizza
Hut, Taco Bell and Tricon restanrants with almost 30,000 vrits in more than 100
countries, Pizza Hut with 13,000 units operates in 88 countries and KFC with 10,300
units operating in 80 countries. Wendy's International, Inc. is operating 5,400 restaurants
in the United States and in 31 other countries. Burger King with 9,700 units, and Subway
Sandwiches with 13,000 units are the other leaders in the global arena.

Without exception these franchise restaurants are gaining significant foothold in
Lebanon and its neighboring countries as well. For example Pizza Hut presently
operating 16 franchise units in Lebanon all owned by the same family. McDonald's,
Burger King, and Wendy’s recently started aggressive build up of new franchises in
Lebanon. The local population is visiting fast food restaurants mainly on special
occasions, such as birthday parties, and reunions. In the future the Lebanese restaurants
will benefit greatly from the increasing tourist business.
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FOOD PRODUCTS USED GLOBALY BY THE

FOOD SERVICE INDUSTRY
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Investments are needed to enable Lebanese food processors to produce a wider
variety of food products that will be acceptable to the food service industry. Once a
certain food item is approved it would gain a sizeable and growing market in Lebanon
and possibly in the neighboring countries as well. The food service companies purchase
beef, poultry, sausages, fresh and frozen vegetables, fruit juice, baked goods, and dairy
products in large volumes. Following adequate planning, introduction of current process
technologies and investments Lebanese producers could offer these products in a short
period of time, probably within 2 to 5 years.

An example for an attractive item for local production is mozzarella cheese, a
commodity that is easy to produce and represents a very large potential market
opportunity because it is a key ingredient of pizza. The 18 unit Lebanese Pizza Hut
franchises spend US $660,000 per yecar for imported mozzarella from New Zealand.
Also, Pizza Hut imports every food items except beer, soft drinks and fresh vegetables
from Canada, USA, Ireland and Cyprus. Similarly the single Lebanese airline caterer,
LBACC imports all frozen vegetables, meat and dairy products from the United States,
Australia and Europe and is secking local suppliers.

The Lebanese food industry can establish a business relationship with the food
service franchises starting with a few items that already have established production in
Lebanon, or start with the production of a large volame item that requires simple process
technologies and equipment such as the production of mozzarella cheese. Ones a supplier
relationship with a global food service company is established it could develop into a
growing and steady business, and would greatly reduce the negative trade balance of the
country.

A second target possibility is the provision of buns and bread to the major chains
including Wendy's Hardee’s, McDonald’s, and Burger King. Currently the large
majority of these restaurants in Lebanon buy their bread and buns in semi-baked form
from overseas suppliers. This would be a relatively straightforward investment
opportunity for a Lebanese bakery, provided they can meet taste, quality, and price
specifications of the fast food chains.

One important development is the beginning of local processing of frozen French
Fried potatoes, one of the largest food items in the fast food industry’s menu. One
Lebanese supplier exists already, and McDonald’s began testing potato varieties in
Lebanon that would meet their quality requirement. The success of this test could result
in a large-volume and regular business and lead to production of additional supplies for
McDonalds and possibly for other food service businesses.

Assuming producers can meet the rigorous price, quality and delivery

requirements of the major chains, substantial opportunities could be realized in supplying
food service units with the following high priority products:
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Pre-cut salads

Fresh cut fruits

Fruit juices
Hamburger patties
Mozzarella cheese
Frozen chickens
Prepared potatoes
Baked bread and buns.

Hotels and restaurants represent another fast growing end-use segment for
Lebanese food producers. From 1992 to 1998, the annual increase in the number of
tourists visiting Lebanon averaged 25 percent per year, rising from 177,000 visitors in
1992 to 605,000 in 1998. High future growth for tourism is forecast, and investors have
invested heavily in hotel construction over the past three years. Hotel room capacity is
expected to rise sharply from 14,000 rooms in 1999, to about 20,000 by the year 2002.

Hotels and restaurants interviewed by SRI indicated that the principal products
they produce locally include fresh fruits and vegetables locally (including letiuce,
potatoes, tomatoes, cucumber strawberries,) poultry and Lebanese specialty products.
They rely on significant imports of meat, fish, and exotic vegetables such as broccoli,
celery, artichoke, and iceberg lettuce.

Food Service Initiative Strategy

There are four main end-use opportunity segments for import replacemeat for
Lebanese producers, including:

Supermarkets

Fast Food Restaurants
Food Catering Companies
Hotels/Restaurants

The SRI team has identified high-potential opportunities for each of these four
end-use segments. [Each of these product areas identified represents business
opportunities for Lebanese food producers in the short to medium term. These target
products are listed by end-users in the table below.
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expand into larger contracts. Eventually, the producers will have the possibility of

becoming the preferred supplier for higher volume contracts covering larger geographic
areas in nearby countries.

McDonald’s Corporation has already been evaluating the suitability of growing a
potato variety that would meet their standards for French Fries. If successful, this trial
production could result in large volume and regular business and lead to production of
additional food supplies to McDonald’s and possibly other food service businesses.
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